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The Department and the Santa Fe Urban
Development Agency did not preperly
administer rehabilitation loan and grant pro-
grams in Santa Fe. As a result, some rehabili-
tated properties did not meet local standards
and the work that was done did not comply
with applicable grant or loan program require-
ments. The Department should require Santa
Fe to bring these properties up to standard.
If these efforts are notsuccessful,the Depart-
ment should recaver grant funds declared in-
eligible for reimbursement,
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON. D.C. 20348

B-118718

The Honorable Joseph M. Montoya
United States Senate

Dear Senator HMHontoya:

Pursuant to your request of October 24, 1975, we reviewed
certain aspects of the rehabilitation lvoan and grant programs
in Santa Fe, New Mexico.

We obtained comments on the preliminary report from the
Santa Fe Urban Development Agency, which was responsible for
the day-to-day administration of the program, and the Depart-
ment of Housing and Urban Development which is responsible
for the overall administration of the program.

This report contains recommendations tec the Secretary
of Housing and Urban Development which are set forth on
page 26. As you know, section 236 of the Legislative Re-~
organization Act of 1970 regquires the head of a Federal
agency to submit a written statement on actions taken on our
recommendations to the House and Senate Committees con Govern-
ment Operations not later than 60 days after the date of the
report and to the House and Senate Committees on Appropria-
tions with the agency's first request for appropriaticns
made more than 60 days after the date of the report. We
will pe in touch with your office in the near future to
arrangde for release of the report sc that the requirements
of section 236 can be set in motion.

ﬁg y your

< ’

Comptroller General
of the United States
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REPORT OF THE HOMES IN SANTA FE, NEW MEXICO,

COMPTROLLER GENERAL NOT REHABILITATED IN ACCORDANCE

WITH FEDERAL REQUIREMENTS

Department of Housing and Urban

Development

GAC identified complaints on 151 of the 297
komes rehabilitated in Santa Fe under sec-
tion 312 of the Housing Act of 1964 and sec-
tion 115 of the Housing Act of 1949. Under
these programs, which are administered locally
by the Santa Fe Urban Development Agency,
owners receive loans and grants to repair and
improve their properties to bring them up to
the local agency's rehabilitation standards.
During the course of the Santa Fe program, the
297 homes were rehabilitated at a cost of
$1,238,198.

GAO judged that complaints on 92 homes dealt
with substantive matters affecting health or
safety and could not be easily repaired by
the homeowners. A Department of Housing and
Urban Development official who assisted GAO
by inspecting 35 of the 92 homes concluded
that the complaints generally were valid.
{See p. 5.1

The inspection showed that:

--In 27 homes the local agency's property
rehabilitation standards were not met when
the work was completed.

--Thirty-two homes had items listed on the
work statement of the contract that had
not been completed by the contractor.

--Twenty-eight homes showed indications of
inferior workmanship.

~-Seventeen homes showed evidence of inferior
materials and/or improper equipment. (See
p. 6.)

With regard to the homes GAO inspected the
Department of Housing and Urban Development,
relying on the Santa Fe Urban Development

Tear Shaat. L removal, the report .
cover date snou’l?bo noted hereon. 1 CED-76-158
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Agency determinations, made eight rehabilita-
tion loans to homeowners and reimbursed the
Santa Fe Urban Development Agency for 30
rehapilitation grants to homeowners.

The loans and grants relating to 27 of the
homes were then used to pay for work which,
although certified by the contractor, owner,
and the Santa Fe Urban Development Agency to
have been completed, was not in compliance
with applicable grant or loan program require-
ments because the repaired homes did not meet
required property rehabilitation standards.
{(See pp. 17 to 19.)

The Santa Fe Urban Development 2gency prepared
rehabilitation work statements which did not
contain all the items necessary to bring some
homes to the local agency's property rehabilita-
tion standards, made inadequate final inspec-
tions of rehabilitation work, was largely un-
successful in having contractors correct defi-
c¢ient work, and did not adequately record and
resolve homeowner complaints of contractor work.

Although the Department identified many of the
problems and informed the Santa Fe Urban De-
velopment Agency repeatedly of the need to cor-
rect them, it did not declare any grant funds
ineligible for reimbursement pending correction
of the identified problems.

The Department terminated the program on March 5,
1974, 4 years after it started. The Department
has reimbursed the Santa Fe Urban Development
Agency for all of the expenditures in connection
with the rehabilitation grants. (See p. 14.)

The best solution to correct the problems noted
in this report with respect to the grant pro-
gram would be for the Department to declare as
ineligible for reimbursement the grant funds
spent on all homes that did not meet the local
agency's property rehabilitation standards or
that were not completed according to the terms

———of- the contract. The city would then have the

option of repairing the homes at its own ex-
pense, refunding the amount of the ineligible
grants, or refusing to do either,
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Should the city repair the homes, thz eligibility
of the grants would be restored. 1If it refuses
to repair the homes or refund the money, the
Department could reduce Santa Fe's urban renewal
grant funds that are due ana payable to the

" Santa Fe Urban Development Agency in the amount
of the inelirible grants or offset the debt
from other Zunds that might be due and payable
to Santa Fe.

Because of tne contractual nature of rehabili-
tation loans between the Department of Housing
¢nd Urban Development and the homeowner, there
appears to be no practical remedy for bringing
the homes up to property rehabilitation stand-
ards.

GAO provided the Department and the Santa Fe
Urban Development Agency with an opportunity
to comment on the report. The Santa Fe Urban
Development Agency indicated that some of the
criticism in the report may be justified but
disclaimed responsibility for actions by the
contractors, homeowners, and the Department.
GAQ believes that Santa Fe Urban Development
Agency is unjustified in disclaiming respon-
sibility for the program. The Department
generally agreed that the Santa Fe Urban
Development Agency did not properly administer
the rehabilitation loan and grant programs in
Santa Fe. In addition, they believe that a
number of loans and grants were made which
ultimately did not comply with the provisions
of the respective statutes. The Department
stated it will declare the appropriate grant
cases GAO reviewed ineligible project expendi-
tures and it is planning to take action regard-
ing the section 312 loans to resolve the un-
satisfactory rehabilitation work,

The Department did not agree with GAO's recom-

mendation to inspect the remaining properties

judged as having substantive complaints because

of the cost involved and shortage of staff.
—GAO believes that the benefits from these in-

spections would be worth the cost. (See

p. 20.)
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RECOMMENDATIONS

GAO recommends that the Secretary of Housing and
Urban Development:

--Declare as ineligible for reimbursement the
total grant funds spent on the 29 homes
identified in this report which either did
not meet the propertyv rehabilitation stand-
ards when the work was completed, or for
which the work was not completed according
to the terms of the contract.

--Insvect the remaining homes on which GAO
identified substantive complaints and
determine the eligibility of the graats for

-reimbursement.

--Reduce Santa Fe's urban renewal grant funds
that are due and payable to the Santa Fe
Urban Development Agency in the amount of
the rehabilitation grants declared as in-
eligible or offset the debt from other
funds that might be due and payable to
Santa Fe. This would occur in tlose cases
where the city fails to repair the homes
or refund tne -grant funds declared in-
eligible.

--Emphasize to its regional and area offices
the importance of assuring that deficliencies
noted in its monitoring of- the program are
corrected before releasing additional grant
and loan funds.

--Instruct its regional and area offices, as
part of their monitoring the program, to
declare ineligible for reimbursement those
grants that do not meet the objectives of
the programs.

--Require local public agencies to establish

formal complaint and followup systems on
rehabilitation programs. (See p. 27.) -

iv
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CHAPTER 1

INTRODUCTION

In an October 24, 1975, letter, 3enator Josepn M. Mcntova
requested us to examine the rehabllitation grants ana loans
sade in Santa Fe, New Mexicou. (See app. I.' As subsequently
eoreed with his ~ffice our review was directed principally to
identifying the

--roles and responsibilities of the Derarwment of !ou-
ing and Urban Development (HUD) anrnd the local public
agency,

--complaints cf the homeowners and determining whether
the complaints were valid and what acrions wete ta<er
te resolve them, and

--remedies uvalilable to the homeowner and HUD.
Under section 115 of the Housing Act of 1549, as am-. dea

(42 U.S.C. 1466), which was terminetea on January 1, 197,
and section 312 of the Housing Act of 1964, as amended

(42 U.S.C. 1452b), grants and locans, respectively, may be mal: ..

to individuals for repairs and improvements necessar¥ to b. .nq
their properties up to the local »ublic agency's rehabilita-
tion standards established for the prolect area.

The overall objectives of the rehabilitation program
include renewing deteriorating areas; wmproving living cord’ -
tions to a safe, healthful, and physically sound level; and
creating enployment c¢pportunities for area residents,

To be eligible for acsistance, the properties must be
located in areas receiving Federal financial assistance t«
eliminate or prevent the spread of slums and urban blight.
This includes areas participating in HUD's urban renewal
progre—s such as the neighborhood develcoment program.

;anca Fe Urban Development Agency (UDA) was estab-
lishe. ., the city council in July 1963 to administer urban
development programs. The rehabilitation program began in
April 1970. Grants, which accounted for about 78 percent of
the total funds_used on this program, were financed by the -
city through a commercial loan guaranteed by HUD. Eligible-
expendicures were reimbursed by HUD. 1In March 1974, HUD
terminated the p.ugram because of inconsistent, incomplete,
and faulty reccrds; inferior construction work oy certain
contractors; snd disrecard of HUD manual requirements for
the rerformance of rehabilitation activities.
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During the course of the program, UDA administered the
rehabilitation of 297 homes at a cost of $1,238,168. The
sources of funds consisted of:

--Section 115 grants that HUD made to UDA in amounts up
to $3,500 per home upon completion ¢f the rehabilita-
tion ccntrac%. Grants to 281 homeowners totaled
$963,650.

-=-Sec*tion 312 loans that HUD made to the homeowner
through UDA. Loans to 28 homeowners totaled 5214, 350.

--Model Cities supplemental grants provided by HUD.
These were sometimes used .n connection with other
sources when the rehabilitation cost was $4,500 or
less but over $3,500. Model Cities grants to 33
homeowners totaled $33,000.

-~-Homeowner participation. In 3% cases. the homeowners
supplemented the grant or loan with personal furds if
the cost of the rehapilitation exceeded the amount of
available assistance. Homeowner participation totaled
$27,198.

HUD reimbursed UDA for the grants it made to homeowners
and made loans to homeowners based on data UDA furnished.

RCLES AND RESPONSiBILITIES OF HUD
AND THE LOCAL' AGENCY

Local agency

Before anv nomes were rehabilitated, UDA, in consultation
with HUD regional office staff, Federal Housing Administration
staff, and local building code officials, developed the prop-
erty rehabilitation standards (PRS). These became the minimun
property stancards used by the agency to assure housing that
is livable, healthful, safe, and physically sound.

UDA was responsikble for the day-to-day administration of
the program. HUD gu.delines require the local public agency
to B -

--advise each propertvy owner in the pruject area of the
rehabilitaticn objectives and the availability of reha-
bilitation loans and grants;

-=-inspect the property of owners interested in participat-
ing in the programs and prepare a work statement show-
ing the type and estimated cost of work necessary to
bring the property up tc PRS;
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--assist nhomeowners in applying for rehabilitation loans
and grants;

-~obtain bids for the rehabilitation work and negotiate
contracts between homeowners and contractors;

-~inspect the work in process and after completion and
certify that all work required by the contract has
been satisfactorily completed;

~--assist homeowners in making final payments to contrac-
tors after rehabilitation work has been certified as
complete; and

--perform followup inspections {(to be made within 60 days
after final inspection) to detect defects that may have
shown up after final payments had been made, ascertain
whether homeowners had any complaints, and assist them
in obtaining prompt corrective action from the contrac-
tors.

HUD

HUD is responsible for assuring that programs conform to
applicable Federal statutes and other major Federal require-
ments and that the objectives of the programs are achieved.

HUD's area offices are responsible for assuring that
properties designated for rehabilitation in federally aided
areas are actually being brought up to the applicable stand-
ards on which provision of assistance is based, that local
agencies ave periodically inspecting rehabilitation activi-
ties, and that all the work regquired by the construction
contract has been satisfactorily pertormed. The area coffice
is also responsible for providing technical assistance to
the local agency.

HUD's regional offices are responsible for periodically
monitoring the area office'’s systems for assuring conformance
of local agency operations to Federal statutes and require-
ments for programs.

_ HUD headquarters is responsible for periodically evalua-
ting the regional offices' monitoring of the conformance re-
view system.

SCOPE OF REVIEW

We made our review at HUD's Headgquarters in Washington,
D.C.; its regional and area offices in Dallas, Texas; and at



-

UDA in Santa Fe, New Mexico. We reviewed pertinent policies,
procedures, and records relating to rehabilitation grzants and
loans maintained at these offices.

We interviewed HUD and UDA officials and owners of
houses rehabilitated under the programs. We also accompanied
a HUD senior construction analyst during inspections of homes
judged to have substantive complaints.



CHAPTER 2

REHABILITATION WAS NOT COMPLETED AND

HOMES.DID NOT MEET PROPERTY REHABILITATION STANDARDS

We identified complaints on 151 of the rehabilitated
homes and judged that complaints on 92 of these were substan-
tive. We acccmpaniedg a HUD construction analyst who inspected
3% of the 92 homes and found that 19 homeowners kad unresolved
complaints. 1In addition, the inspections showed that 27 homes
did not meet PRS when the work was completed; 32 homes had
items on the work statement that had not been completed; 28
homes evidenced inferior vorkmanship; and 17 homes evidenced
use of inferi- r materials and/or improper equipment.

HOMEOWNER COMPLAINTS

Our analysis was directed toward the validity of the
homeowner complaints about the rehabilitation work and UDA's
actions to resolve tnem,

UDA did not maintain, nor did HUD require, a formal
system of registering complaints and followup actions. Some
UDA cas¢ files, however, did contain indications of com-
plaints. 1In addition to these files, we identified com-
plaints through such sources as HUD files, the local news-
paper, the legal aid society, the State Construction Indus-
tries Commission, and the Consumer Protection Division of the
State Attorney General's Office. However, we have no assur-
ance that we identified all of the homeowners whc complained.

We identified compliants on 151, or 51 percent, of the
297 rehabiliteted homes. We judged that complaints about the
rehabilitation work on 92 of these homes were substantive. A
substantive complaint was defined as one that could affect
health or safety and could not be easily repaired by the home-
cwners. Examples are improperly installed flooring and heaters
and lesking roofs. We classified such things as brcken win-
dow glass and screens and leaking faucets as nonsubstantive
because they did not seriously affect the health and safety
of the homeowner or coculd be easily repaired by the homeowner.

RESULTS OF INSPECTIONS

To assess the seriousness of the complaints, 35 of the
92 homes judyed to have substantive complaints were in-
spected. Five were selected because of the widespread pub-
licity they had received; the remaining 30 were selected
randomly. The total rehabilitation costs for the 35 homes
was about $167,1990.



The inspections were made to answer the following
guestions.

--Were all of the items on the work statement comg leted?
--Did the home meet PRS when the work was ccmpleted?
--Had the complaints been resolved?

-~Were outstanding complaints valid?

--Was the workmanship adequate?

--Were proper materials used?

A senior construction analyst from the HUD Dallas area
office made the inspections. Also present for the inspections
were the Santa Fe City building inspector and a representative
of the State Construction Industries Commission. The city
and the State representatives made independent assessments;
we did not consider their opinions in forming our judgments
but their assessments closely paralleled our own. We con-
sidered the complaints on the 35 homes we inspected to be
valid.

Of the homes inspected 19, or 54 percent, had unresolved
complaints.

In addition, the inspection showed:

--Twenty-seven {77 percent) of the homes did not meet
PRS when the work was completed. This was a result
of deficient work statements.that did not require the
correction of all deficiencies or in some casers, be-
cause items on the work statement had not been com-
pleted. -

--Thirty~two homes (91 percent) had items on the work
statement that had not been completed although UDA
ccrtified that the work was satisfactorily completed
in accordance with the contract. In some cases the
contractor never finished the job; in others the
homeowner and che contractor may have agreed to sub-
-stitute items not on the statement. ~The terms of
the contract, however, prohibit changes to the work
statement without the written approval of UDA;
deviations should have been noted and documented
either before or during the final inspection.

--Twenty-eight (80 percent) of the homes evidenced
inferior workmanship.



--Seventeen (42 percent) homes evidenced use of inferior
materials and/or improper equipment.

About $142,200 was spent on those homes that were either
not completed according to the terms of the rehabilitation
contract or did not meet PRS when rehabilitation was com-
pleted.

The following cases illustrate the types of problems
that were prevalent in the homes inspected.

Case #1

The rehabilitation work on this home was completed in
October 1973 at a cost of $4,500 ($3,500 rehabilitacion grant
and $1,000 Model Cities supplemental grant). The homeowner
comp.ained to UDA of a leak in the bedroom ceiling; a hole
in the kitchen floor; roof, walls, and ceiling that needed
to be patched; a bathkroom vent that needed to be replaced;
and @ commode and shower which d4id not drain. All of these
items were included on the work statement for this home. The
homeowner repaired the hole in the kitchen floor; the other
complaints were unresolved at the time of the inspection.

The following additional problem arees were noted during
the inspection. ’

Items in work statement not completed

A wall of the hecuse was not stuccoed.

There was no tile on the shower walls.
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The work statement called for a new gas range to replace
the existing hazardous stcve. The o0ld stove was still in
place and the owner stated she was not given a new one.

Deficient work statement

The work statement did not call for foundation vents
even though they are required by PRS. The kitchen floor was
buckled and rotted out in one area.

Substandard workmanship

The vent for the bathroom plumbing was not properly
installed; it did not extend the proper distance abcve the

. roof. .-

The roof was not properly installed. It consisted of
a mixture of roofing materials and did not meet standard
specifications.



Improper egquipment used

The work statement called for installation of a dual
wall heater (50,000 Btu) to heat the living room and kitchen,
but a single wall heater (35,000 Btu) was installed in the
living room instead.

In the opinion of the HUD inspector, this home was not
brought up to standard.

The rehabilitation work on this home was completed in
July 1973 at a cost of §5,963 (53,500 rehabilitation grant,
$1,000 Model Cities supplemental grant, and $1,463 owner
participation). After completion, the homeowner complained
to UDA of problems with the doors, floors, and-ceiling. All
of these items appeared on the work statement but none of
the complaints had been resolved.

During the inspection of this home the following ad-
ditional problem areas were noted:

Items on work statement not completed

- The dilapidated gutters and downspouts were not re-
placed.

The bathroom walls were not patched.

The bathroom sink was not replaced.



Substandard workmanship
The roof of the storace shed was not properly installed
and some of it had core off.

The vent to the living room cas heater was improperly
installed. It did not =xtend far enough above the roof
to provide adequate ventilation.

Deficient work statement

An exterior wall was bulaing severely. The work state-
ment did not include an analysis of the main structural de-
fects.

10



Some windows had deteriorated and should have been
replaced. The work statement required only painting.

The water heater pressure relief valve was not vented
to the outside to prevent flooding of the area; the work
statement did not caguire it.

This home had no foundation vents and the work statement
did not call for them. The living room floor was buckled
making the exterior door unusasble. The bedroom floor was
also severely buckled due to moisture under the floor.

11



"The HUD inspector said that this home did no% meet PRS
when it was rehabilitated and, because of the structural de-
ficiencies, it will soon be in danger of collapsing.

Case #3

The rehabilitation work on this home was completed in
June 1973 at a cost of $3,700 ($3,500 rehabilitation grant
and $200 owner participation). The homeowner had complained
to UDA of a broken water heater and said he waited 3 months
without hot water. He eventually had the water heater re-
placed at his own expense.

The inspection of this home identified the following
additional problem areas.

Deficient work statement

The work statement called for replacement of two base-
ment windows; however, no provision was made for window
wells or curbing around the windows which would prevent
flooding of the basement in the event of a storm.

i
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Substandard workmanship

The work statement called for replacement of the window
screens. This was done by tacking screen wire over the win-
dow frames.

The work statement called for the installation of gutte.s
and downspouts. These were installed but no elbows or splash-
blocks were provided. The downspout in the rear discharges
water next to a basement window and could contribute to f.ood-
ing the basement in the event of a storm.

13



CHAPTER 3

CAUSES OF THE PROBLEMS IN THE

REHABILITATION PROGRAM AND POSSIBLE REMEDIES

UDA did not properly follow HUD guidelines in carrying
out its responsibilities for administering the rehabilitation
program. It failed to (1) properly prepare rehabilitation
work statements in that some homes did not meet PRS when
completed, (2) make adequate final inspections of rehabili-
tation work, and (3) obtain corrective action from contrac-
tors after making followup inspections in many cases.

HUD reimbursed UDA for 24 rehabilitation grants and
these funds were used to pay for work which, in our opinion,
was not in compliance with basic rehabilitation program re-
guirements specified in the grant agreement between HUD and
UDA. HUD, relying on UDA determinations, provided rehabili-
tation loans for six homes and the funds were used tc pay
for work which, in ocur opinion, was not in compliance with
basic rehabilitation program requirements specified in
the grant agreement between HUD and UDA. This loan- and grant-
funded work did not ccmply with basic rehabilitation program
requirements because the homes did not meet required PRS
when the work was certified to have been completed.

Although HUD identified many of the problems it did not
take adequate action to correct the deficiencies. HUD event-
ually terminated the program on March 5, 1974,

IMPROPER UDA ADMINISTRATION OF
THE REHABILITATION PROGRAM

Rehabilitation work did not
conform with PRS

According to HUD guidelines, rehabilitation should not
be attempted unless the home can be brought up to PRS with
the available funds. Seventy-seven percent of the homes
we inspected did not meet PRS when completed. For example,
the standards state that sagging or out-of-plumb floors
shall be restored as near as practicable to an acceptable
level or plumb position and supported or braced_so as to
prevent a recurrence of these conditions. In addition,
electrical service shall be provided with a system of wir-
ing, wiring devices, and equipment to safely supply electri-
cal energy; water heating and storage equipment shall be in
good serviceable condition and a temperature pressure relief
valve shall be installed according to the plumbing coce or

14



otherwise replaced. Nevertheless, deficiencies such as
improperly repaired floors, frayed electrical wiring and
unsafe light fixtures, and improperly installe® t-mperature
pressure relief valves on water heaters were noted during
the inspections,

Work statements were incomplete

During the early processing stages, UDA personnel were to
inspect the property and prepare a work statement and cost
estimate of the work needed to make the homes meet [RS.

However, these functions were not always properly done.
For example, in many cases the work statements did not re-
quire founda*ion &r attic vents. It was the opinion of the
HUD inspector who assisted us that the lack of foundation
vents was probably the primary cause of the many cases of
buckling floors. In addition, we found electrical service
that was unsafe and did not meet PRS; new electrical service,
however, was not required by the work statement,

Inadequate final inspections
of rehabilitation work

HUD guidelines require a final inspection of all reha-
bilitation work by the local agency to insure that it has
been fully and satisfactorily completed in accordance with
the rehabiliitation contract. In all cases, the files con-
tained certifications by UDA officials ,that the inspections
had been made, the construction work was sa:isfactorily
completed in accordance with the construction contract, and
the property conforrned to the local code. However, as stated
before, ninety-one percent of the homes we inspected had items
on the work statement that had not seen completed,

Conditions noted during our inspections caused the HUD
inspector who assisted us to question, in many cases, whether
the final inspection actually had been made. It was his
opinion that there were obvious defects which any competent
inspector would have found.

UDA files ccntained evidence that problems with the

inspection process surfaced as early as February 1971,

At that time, the deputy director of UDA checked every home
that had béen trehabilitated and, in many cases, had found
that the work was not complete although the final inspec-
tion had certified that the work was completed. A former
UDA rehabilitation officer told us it was standard pract.ce
for the UDA inspector to certify a home as complete, even
though it was not, based upon contractor assurances that it
would be completed before the final payment was processed.

15



Since our inspections idenfified numerous instances of
wcrk not fualiv and satisfactorily completed, the above de-
scribed practice probably continued throughout the term of
the program. We believe that if UDA had properly implementecd
administrative procedures when it recognized weaknesses in
the 1nspection process many of the problems discussed in
this report may have been prevented.

Because the HUD insper.tor who assisted us questioned
whether inspections were .ade by competent personnel, we at-
temr-2d to determine whether UDA's inspectors were gualified
to iln<rect reshacilitation work. We were unable to make this
determ:- ~tion because of the general nature of UDA's position
descriptions and employment applications. We did learn, how-
ever, tnat:

--HUD guidelines do not require the use of inspectors
who have obtained a State certificate of competency.

~-The UDA inspectors were not cercified.

--New Mexico State law requires that all municipalities
employ inspectors who have secured certificates of
competency from the State.

--The Santa Fe City building inspector's office employs
certified inspectors.

--The Santa Fe building inspector issued building permits
for virtually every rehabilitation project but did not
make the reguired inspections because he was told by
the UDA executive director his services were not needec.

Inability to obtain corcective
action by contractors

HUD gquidelines require that a followup inspection be
made within 60 days after final inspection and that the home-
owner be asei-ted in obtaining corrective action from the con-
tractor if there were any complaints. Followup inspections
were made but UDA personnel told us they were largelv unsuc-
cessful in obtaining corrective action from the contractors,
Even though the contract proviced for a l-year guarantee,
54 percent of the homes we inspected still had unresolved
complaints. UDA did not properly document these complaints
and specifically cite them when formally dealing with contrac-
tors. We believe this approach hindered the agency’'s efforts
to resolve the complaints. :

16
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HUD monitoring

Beginning in October 1970, and during the course of the
program, HUD officials made at least 18 trips to Santa Te tc
provide direction and assistance. Many of the problem areas
we noted were written up by HUD and brought to the attention
of UDA officials. On November 12, 1973, BUD, after repeated
attempts to obtain the cooperation of the agency in solving
its problems, warred of possible suspension action unless
. UDA took immediate action to correct its problems. Finally,
on March 5, 1974, BUD terminated the program.

Although HUD was aware of many of the problems cited in
this report and brought them to the attention of UDA offi-
cials, it did no% declare any grant funds as ineligible for
reimbursement pending correcticn of the problems by UDA. If
HUD had taken such affirmative actions in dealing with UDA as
the problems were identified many of the problems discussed
in this report may have been prevented or would have resulted
in the program being terminated earlier.

REHABILITATION NOT IN COMPLIANCE
‘WITH PROGRAM REQUIREMENTS OF THE
GRANT AGREEMENT

Grants

Of the 35 homes we inspected, HUD had reimbursed UDA for
its rehabilitation grants to 24 homeowners whose homes did
not meet PRS when UDA made final vpayment determinations.
The homes did not meet PRS because the work statements did
not include all of the work necessary and/or the work was
not completed according to the terms of the rehabilitation
contract. Therefcre, in our opinion, these HUD grant reim-
bursements were used to pay for work which, although certified
completed by the contractor, owner, and UDA, was not in com-
pliance with basic rehabilitation program requirements spec-
ified in the grant agreement between HUD and UDA.

Section 115({a)(l) of the Housing Act of 1949, as amended,
provides in part, that

"* * * Apny such grant may be made only to an in-
dividual or family, as described in subsection (c)
of this section, who owns and occupies real prop-
erty 1/ in an urban renewal area and only for the
purpose of covering the cost of repairs and improve-
ment necessary to make such real property l/ con-
form to public standards for decent, safe, and
sanitary housing as required by applicable codes
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or other réquireméents of the urban renewal plan for
the area. * * *" (Underscoring supplied.)

HUD guidelines state that:

"% * * A rehabilitation grant may be made only
to cover the cost of rehabilitation necessary to
make an owner-occupied one- to four-dwelling-
unit residential property conform to public
standards for safe, decent and sanitary hous-
ing as specifically required by Property
Rehabilitation Standards (PRS), and other
costs as provided in this section. As a re-
sult of the rehabilitation work financed, in
whole or in part, by a rehabilitation grant,
the property must, at a minimum, conform to
PRS_ * %k &n

The contract between HUD and UBA provided for UDA to be
reimbursed for the rehabilitation grants that were made to
homeowners and expended. Under the contract, UDA obtains
reimbursement for rehabilitation grants made to homeowners
by submitting a request to HUD for an amount which should re-
flect only those rehabilitation grants that have been made
and expended for work which has oeen fully and satisfactorily
completed in accordance with tke above guidelines. HUD has
reimbursed UDA for all of the espenditures in connection
with the renhabilitation gran:s authorized by their contract.

Loans

HUD rehabilitation loans were provided for 8 of the
35 homes after relying on UDA determinations. Six of these
homes did not meet PRS when UDA final payment determinations
were made because the work statements did not include all of
the work necessary and/or the wark was not completed accord-
ing to the terms of the rehabilitation contract. We there-
fore believe these HUD loans were used to pay for work which,
although certified complete by the contractor, owner, and
UDA, was not in compliance with basi: rehabilitation program
requirements specified in the grant agreement between HUD
and UDA.

Section 312(a) of the Housxng Act of 1964 provxdes,
in part, that:

"* * * No loan shall be made under this zection
unless * * * the rehabilitation is reguired to make
the property conform to applicable code require-
ments or to carry out the objectives of the urbar
renewal plan for the area * * *
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HUD guidelines state that:

"% * * A rehabilitation loan may be made only with
respect to a property which needs to be brought up
to Property Rehabilitation Standards (PRS) and,

in an urban renewal area the objectives of the
Urban Renewal Plan. After rehabilitation, the
property must, at a minimum, conform to PRS * * *"

POSSIBLE REMEDIES

One remedy available to the homeowner is to sue the
contractor for noncompliance with the terms of the rehabili-
tation contract. This, however, is not practical because
most of the homeowners cannot afford this alternative. Those ®
who have used the legal aid society nave not obtained satis-
faction; their cases were complicated because the homeowners
indicated *he contractors had completed the rehabilitation
work in accordance with the contract by signing the certifi-
cate of completion. We believe the following administrative
remedy offers the best opportunity to correct the problems
noted in this report with respect to the grant program. HUD
could declare as ineligible for reimbursement the grant
funds spent on all homes that were not completed according
to the terms of the rehabilitation contract or did not meet
PRS when completed. The city would then have the options of
(1) repairing the homes at their own expense, (2) refunding
the amount of the ineligible grants to HUD (HUD has already
reimbursed UDA for all of the grants), or (3) refusing to do
either. 1If the city completes the repairs to the homes, the
eligibility of the grants would be restored. If they refuse
to repair the homes or to refund the money, HUD could then
reduce Santa Fe's earned urban renewal grant funds that are
due and pavable to UDA in the amount of the ineligible
grants. As of April 23, 1976, Santa Fe's unused urban re-
newal graant funds amounted to $492,231. If the earned
urban renewal grant funds should be insufficient to cover
the amouat of the ineligible expenditures, HUD could recoup
the amount of the ineligible grants by deducting them, where
approprizte, from other Federal funds that might be due and
payable to> Santa Fe. These procedures can be used@ for grants
because HUD fully reimbutsed UDA for these grants.

Because of the contractual nature of the rehabilitation
loans--the loans are between HUD and the homeowner--there ap-
pears to be no practical remedy for bringing the homes up to
PRS. .
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CHAPTER 4

CONCLUSIONS, RECOMMENDATIONS, AND

AGENCY COMMENTS

CONCLUSIONS

Both HUD and UDA did not properly administer the
rehabilitation loan and grant programs in Santa Fe. UDA
prepar~d incomplete rehabilitation work statemernits, made
inadequate inspections Jf completed work, and did not
adequately record and resolve homeowners' complaints about
work performed. As a result, some properties that were
rehabilitated failed to meet PRS. 1In our opinion, the loans
and grants to these property owners were used to pay for
work which was not in compliance with basic rehabilitation
program requirements. We believe the implementation of
proper administrative procedures by UDA after HUD brought
weaknesses in the inspection process to UDA's attention
may have provided the control necessary to prevent many of
the problems discussed in this report. In addition, we be-
lieve the manner in which UDA dealt with contractors when
seeking to satisfy homeowner complaints hindered its efforts
to resolve the complaints.

Although HUD identified many of the problems discussed
in the report and informed UDA repeatedly of the need to cor-
rect them, HUD did not declare any grant funds as ineligible
for reimbursement pending correction of HUD-identified prob-
lems. HUD finally terminated the program 4 years after it
had started.

AGENCY COMMENTS AND OUR.EVALUATION

On June 24, 1976, we provided UDA and HUD with copies
of the report and reguested that they provide us with any
comments.

UDA
UDA indicated that some of the criticism contained
in our report may be justified but disclaimed responsibility
for~ - ;
--actions by the contractors,

--actiens by the homeowners, and

--actions by HUD.
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The following discussion summarizes these and other
UDA comments on our report and our evaluation thereof. See
appendix II for the complete text of UDA's response to our
report.

Actions by the contraztors

UDA said that it had no control over any of the
contractors after final payment had been approved by the
property owner. UDA said it was unsuccessful in forcing the
contractors to return to make necessary repairs or adjust-
ments although it exhausted all the available authorities
to achieve that end, that there was no legal vehicle by
which UDA could feorce the contractors to comply with their
contracts, and that UDA was not a party to the contract but
merely a vehicle for the conduit of money and to get the
homeowners and contractoers together.

Although UDA was not a party to any contract for
rehabilitation, its responsibilities (summarized on pp. 2,
and 3) under the program clearly encompass much more than
serving as a conduit for money and as a means of bringing
the contracting parties together. HUD guidelines required
UDA to prepare work statements, =stimates of costs, con-
tractual documents, and to perform other administrative
services to exercise proper control over the rehabilitation
work, including making final inspections to determine whether
the work was satisfactorily completed in accordance with the
contract before making final payments to the contractors.
The property owner's approval of final payment does not re-
lieve UDA from determining that the work was satisfactorily
completed. Furthermore, the homeowners should, and often
do, place some reliance on UDA's inspection of the home in
making their approvals of final payment for the reaabilitation
work. Proper inspections by UDA would have identified work
not satisfactorily completed and final payment could have been
withheld as leverage to have the contractor make the necessary
repairs or adjustments. Instead, we noticed that while UDA
was attempting to get contractors to return to a house to com-
plete it satisfactorily, UDA continued to award other rehabili-
tation work to the same contractors.

UDA-stated further that the concept and philosophy of
the rehabilitation program directed that it be established
to provide employment for small or minority contractors who
were encouraged to employ workmen without skills thereby
affording the workmen an opportunity for on-the-job training.
UDA said that some of the deficiencies noted occurred because
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the contractors did not have the necessary technical skills
or knowledge and their employees were, in most instances,
unskilled in the work which was undertaken.

HUD encnurages providing employment for all its programs
to small and minority contractors and, although such objec-
tives are worthwhile and commendable, they cannot, in our
opinion, justify noncompliance with the rehabilitation pro-
gram's objectives and the terms of the rehabilitation work
contracts. According to HUD guidelines, UDA was required
to exercise care and good judgment in selecting contractors.
The guidelines specify that selected contractors should be
of good repu.ation, financially sound, and qualified to do
the required work. The selection of small and minority
contractors lacking in certain skills and knowledge should
have impressed upon UDA the need to exercise greater care in
inspecting the homes as the rehabilitation work progressed
and at final inspection to insure that the work was being
satisfactorily done.

Actions by the homeowners

UDA said the contractors were all selected or approved
by the homeowners, that trade-offs between the hcmeowner and
the contractor were unknown to UDA until after the fact, and
that, except for a few complaints received by UDA after ex-
piration of the year guarantee period, the great majority of
property owners were satisfed with the work done,

Although homeowners may select contractors, all selec-
tions are subject to final approval by UDA. In many in-
stances, the homeowner's approval was a technicality because
UDA selected and negotiated with the contractors for the
work to be done. With respect to the trade-offs agreed to
between the homeowners and contractors, the contract prohi-
bited work changes without prior UDA approval. Proper UDA
inspections would have disclosed deviations from the con-
tracted work and such work should not have been approved for
payment by UDA. Such action early in the program would have
prevented trade-offs (if they in fact did occur) from be-
coming a problem.

Finally, it is obvious from the houses we inspected
that deficient and unsatisfactory work was done in more than
a few instances and that the unsatisfactory work should have
been immediately evident during the final inspection. For
example, 27 of the 35 homes inspected were not brought up
to PRS as required by HUD procedures and included deficien-
cies such as a wall of a house was not stuccoed and tile on
the bathroom walls was not installed. 1In addition, 74 of
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the 92 complaints considered to be substantive (see p. 5.)
were made within the warranty period.

Actions by HUD

UDA indicated that probably one of the factors contri-
buting to the contractors' failure to comply with the con-
tract and PRS was that audits by HUD or independent public
accountants failed %o make this finding. It is difficult
for us to see any causal relationship between the lack of
audit disclosures and the contractors failure to comply with
the contracts and PRS. As pointed out on page 17 of our re-
port, however, many of the deficiencies noted in our report
were brought to UDA's attention by HUD representatives, in-
cluding the failure to comply with PRS, before the program
was terminated.

UDA stated further that the factors contributing to the
seemingly low quality of building inspectors were (1) under
the administration guidelines set up for the program, the
salaries were not competitive and (2) the concept and phi-
losophy of the rehabilitation act was to hire minorities and
their qualifications were not an actual factor or criterion
in their employment.

There is nothing in the act or BUD guidelines relating
to the rehabilitation program which provides that minori-
ties should be hired or that persons hired as inspectors
need not be qualified to do the work required by that
position. Neither we nor HUD officials are aware of HUD
guidelines establishing salary limitations for inspectors
under the program. The hiring of inspectors was left to
UDA. Furthermore, the Santa Fe Building Code requires
city inspectors to inspect work such as that doné under
the rehabilitation program. But according to the Santa
Fe vulilding inspector, city inspections of the houses re-
paired under the HUD program were not made because the UDA
director informed him that the inspections were not needed.

General comments

UDA stated that rehabilitating ¢1ld substandard adobe
homes reguires different standards than those applicable
to frame-stucco construction and that there were hidden
items that needed to be repaired, remcved, or replaced
which could not be discovered until after repair of the
home had begqun. No additional or escrowed funds were
available to cover these hidden items.

Authorizing legislation for both the rehabilitation
loan and grant programs provides that repaired homes should
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be brought up to local property rehabilitarticn standards.
The standards used in the Santa Fe program were caveloped
by Santa Fe officials and shoulé have provided fcr zay con-
ditions unique to the housing in Santa Fe. Conrerning

the hidden items, HUD guidelines state that ccntract docu-
ments prepared by the local agency may orovide fer “zlter-
nates" which increase and decrease the contrac: prics te
cover an item of work, the need for which cannot be Jeter-
mined until some time during the course of rehabilitation
work. Had UDA used this procedure, and coupled it with
proper assessments of workx required to bring homes up to
PRS, the problem of hidden items could have been =minimized.

UDA took exception to our proposals for corrective
action in Santa Fe on the basis that the cost of accomplish-
ing the same work intended under the original grant :zas
tripled, the grants made to homeowners in most cases were
insufficient to bring the homes up to PRS, and thet :h
35 homes in the report have deteriorated to such an extent
that bringing them up to PRS without considerinrg cemolition
would be almost impossible.

It is unfortunate that the cost of accomplishing the
original work incended has increased and thet demelition
of the homes would have to be considered. However, if
UDA had properly administered the program, the high cost
of completing the originally intended work would not e 2
problem., Furthermore, if UDA is correct in saying that
the grants were insufficient to bring the homes up te PRS,
then the grants should not have been made because BUD
quideli..es clearly specify that rehabilitation work financed,
in whole or in part by a orant, should not be attempted un-
less it results in bringing the property up to PRS.

Finally, UDA stated that our report failed to mention
that the deficiencies noted in the Santa Fe program could
be found in all other places where there was a rehabilita-
tion program under urbaen development and that no credit
was given to UDA in our report for providing good construc-
tion in the great majority of the rehabilitated homes.

UDA concluded by auestioning our capability to evaluae
the housing conditions existing in Santa Fe.

Qur review was made in Santa Fe; we have no informa-
tion that would show the Sante Fe deficiencies are apuli-
cable to other communities' rehabilitation programs. The.
results of our reviewv in Santa Fe, which revealed serious
deficiencies in the guality and extent of work performed
1n & significant number of houses inspected, prevent us
from concluding that good construction was provided iz the
great majority of the rehabilitated homes.
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Concerning our capability to evaluate the Sante Fe
program, a se~ior construction analyst from the HUD Dallas
area office .spected the homes in our sample for us. He
is a well guu.rified inspector who has had extensive experi-
ence inspecting housing construction, including many years
served in Albuquerque, New Mexico, with HUD's Federal
Housing Administration. Furthermore, his judgments regard-
ing the rehabilitation work in Santa Fe were closely paral-
leled by the the assessments made by inspectors from Santa
Fe and the New Mexico Construction Industries Commission,
officials who were familiar with local conditions.

HUD

HUD generally agreed that UDA did not properly adminis-
ter the rehabilitation loan and grant programs in Sante Fe.
In addition they believe that a number of loans and grants
were mace which ultimately did not comply with the provisions
of the respective statutes which essentially require that
the property rehabilitated must comply with PRS for the
project. HUD also agreed with the basic conclusion of the
the preliminary report that additional steps are necessary
and appropriate regarding the individual properties noted
in our report that received loan and grant assistance.
Furthermore, HUD agreed with most of the actions recommended
in the report. :

HUD believes it acted in a reasonable manner in its
administration of the program because its field office in
charge made 18 visits to the project, recognized the inade-
quacy of the rehabilitation work, reported this to project
officials, gave notification to correct the situation or
lose the authority to process loans and grants, and finally
withdrew the authority when compliance was not obtained.

On the surface, the HUD area office approach to the
situation in Santa Fe seems reasonable. However, there
appears to be an inordinate amount of time which lapsed
between identifying inadequate rehabilitation work, among
other deficiencies, and withdrawing the authority to
process loans and grants. Although HUD identified problems
in UDA operations as early as October 1970, it was almost
3-1/2 years later before HUD finally terminated the program,
In addition HUD did not take affirmative actions in dealing
with UDA, such as declaring grant funds ineligible for re-
imbursement pending correction of the problems by UDA,

Although HUD agreed that the work we nad done on the
35 homes wouid be sufficient for the purpose of declaring
the grants ineligible as project expenditures, it stated
that the cost of inspecting the rema.ining homes identified
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by us as having substantive complaints would not be justified
by the possible refunds of further ineligible expenditures.
In addition, HUD said that it does not have the available
staff to inspect che properties not covered by the report.

We recognize that the inspections may be costly; however,
we believe that HUD would not be fulfilling its responsibili-
ties under the program and to the property owners if it does
not inspect the remaining homes which had substantive com-
plaints and take appropriate action. We judged that there
were substantive complaints about the rehabilitation work
on 92 homes, but we selected only 35 of these homes for
inspection. We believe the c¢cnditions of the remaining
57 homes would be similar to the conditions we found at the
35 homes discussed in this report. -

Furthermore, UDA indicated (see app. II p. 32) that
the grants made to homeowners, in most cases, were insuf-
ficient to bring the homes up to PRS. We believe that the
potential benefit to the Government from inspecting the re-
maining homes in terms of increased public trust as well
as possible refunds of ineligible expenditures would be
worth the inspection cost.

HUD said it was considering a number of possible ac-
tions regarding section 312 loans-found to be unsatisfactory;
they include (1) investigating the validity of each com-
plaint, (2) requesting the city to have the original con-
tractor correct the work, {3) applying administrative proce-
dures to get the contractors to complete the work, and (4)
taking legal action, in coordination with the Department of
Justice, against the contractors and/or city. If properly
implemented, HUD's approach on this subject appears to be
reascnable.

RECOMMENDATIONS

We recommend that the Secretary of Housing and Urban
Development:

--Declare as ineligible for reimbursement the total
grant funds spent on the 29 homes identified in
this report, which either did not mcet PRS when the
work was completed, or for which the work was not
completed according to-the terms of the contract.

~-Inspect the remaining homes on which we identified

substantive complaints and determine the eligibility
of the grants for reimbursement.
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-~Reduce Santa Fe's urban renewal grant funds
that are due and payable to the Santa Fe Urban
Development Agency in the amount of the rehabilita-
tion grants declared as ineligible or offset the
debt from other funds that might be due and payable
to Santa Fe., This would occur in those cases where
the city fails to repair the homes or refund the
grant funds declared ineligible.

--Emphasize to its regional and area offices the
importance of assuring that deficiencies noted in its
monitoring of the program are corrected before re-
leasing additional grant and loan funds,

--Instruct its regional and area offices, as part of
their monitoring ths program, to declare ineligible
for reimbursement -hose grants that do not meet the
objec.ives of the program.

--Require local public agencies to establish formal

complaint and followup systems on rehabilitation
programs.
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WASHINGTON, D.C. 203510

WALTER 0. MUDOLKSTON, KY. October 24, 1975

B-118718

Honorable Elmer B. Staats

Comptroller General of the
United States

Washington, D. C. 20543

Dear Mr. Staats:

! would like to bring to your attention a situation
presently existing in Santa Fe, New Mexico, which | feel merits
an investigation by your agency.

This matter has been discussed with Mr. Sebastian
Correira of your staff who suggested that this official request
be made outlining the basic problem and the areas to be investi-
gated.

The problem revolves around the Grant and Loan Rehabili-
tation Program of the Department of Housing and Urban Development.
The City of Santa Fe received funds under this program in 1972,
and these funds were used to rehabilitate homes in the Santa Fe
area which qualified under the criteria of the program. Shortly
after the completion of the repairs on the homes in question, com-
plaints began to pour into the Santa fe Housing Office about the
quality of the work done and the quality of materials used in doing
the repairs.

The Housing Authority contacted the contractors invalved
and requested that they return and redo the repairs, but most of
them refused. No leverage was ever exerted by HUD to persuade
these contractors to redo these repairs for which they were hand-
somely compensated.

This controversy has now reached its peak and the people

involved have requested the assistance of State Senator Alex Martinez

and me.
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Recently, Senator Martinez and Bob Baca, my Administrative
Assistant, toured these homes and reported to me the intolerable
conditions of these homes. It was because of this that | decided
to seek your help. .

i would like to have your agency prepare an investigation
into the nature of the loans and grants which were made to the
residents of S5anta Fe. -1 also request an investiocation into the
quality of the repairs, looking specifically at HUD's role in
inspecting these repairs as they were being made. What all this
amounts to is an evaluation of the program from the standpoint
of HUD and the roles played by the City of Santa re.

I have directed Bob Baca of my staff to meet with
Mr. Correira and specifically outline the problem areas to be
looked into.
As always, | appreci;te your prompt attention and response,
Siqﬁerely.
\ 4 1
/<7::T<QQ [t 5£¢(4QL5E&\

Jaseph M. Montoya
% United States Senator

In Response Refer to:
PR-DC-rbb
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Santa Fe Urban Development Agency

P Q. BOX 1768

SANTA FE. NEW MEXCD 87801 oom €. samv1s
:::::":.::ll-lﬂ'lﬂ TRLEAHONE 962-264: SERECUTIVE DIRGCTOR
cuaimman JERRY €. DAVEY
R ARTHUR (CUGA) SORIALEY July 29, 1976 DRGLTY imgC TOw
Qun Nk

X5EPn Jarra
USSAR FIGuER

Mr. Henry EZaclwege

Director

United S G 1 A iag Office
HUD Audit Site

Room 8254 - HUD Building

451 - Ith Street, S5.¥.

Waghingtos, D.C. 20410

Subject: keview of Draft Report
GAD Audit
Rebabilitation Program
Santa Fe, New Maxico

Dear Mr. Isclwege:

Pursuant to our telephone conversation and your invite contaified in your letter

of June 24, 1976, wherein you transmitred copies of your report regarding rehsbilt-~
tatioa proolems encounterad within the Santa Fe Urbaa Develop

and which report is addressed to the Homorable Joseph M. Montoya, L‘nurd sutel
Seaator from New Mexico.

In respouse to the matters contslned in said reporc, we feel that although some
of the criticisw contained therein msy be justified, thare are a nwamber of areas
in which this Agency disclalms responsibility, these sreas being:

A. Actions on the part of the coatrsctors.

1. The Agency had no coatrol over any of the contractors engaged in the
rehabilitation work after final payment had been approved by the
property owier. Although cowpliints were msde by some property owners,
the Agency ves umsuccessfuyl in forcicg the comtractor to retura to the
job to make the necessary repairs or adjustments although it exhsusted
all of the available suthorities to achieve this including complaints
to the New Mexico Comstruction Industries Cosmission who licenses and
tegelates s io = ampt 20 persusde the said Commissioa to

- 1 the ors to-tatura to the job or suffer the loes of his
licemse or 11ab1l{ty under his bond. The truction Indwetries Com-
aission hud a deaf ear at said times, cod Aas just vecemtly eatered
the picture whea the CAO staff sturted ite investigatiom.
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Mr. Henry Esclwege

RE: GAO Auait - Rehab Progras
July 29, 1976

Page two

2. The Agency also attempted to force the contractors to return to the job
by filing complaints with the New Mexico Consumer Protection Agency which
is the division under the Attorney General of the State of New Mexico.

3. Thought must also be weighed with regard to the concept and philosophy
of the rehabilitation program whiih directed that it be established to
provide esployment for small or minority contractors who were encouraged
to employ workmen without skills thereby affording the workaen an oppor=-
tunity :or on-the-job training. Some of the deficiencies noted were
caused by the fact that the contractora were such that did not have the
necessary technical skills or knowledge and that their employees were,
in most inscances, ungkilled in the work which was undertaken. Estab-
lished contractors did not show any isterest or inclination nor did they
bid for any of the jobs offered under the Santa Fe rehabilitation progras.-

4. Irrespective of all the efforts made by the Agency in an attempt to re=-
quire the coatractor to returs to the job and make the necessary cor-
rections, the Agency could not, and the contractors knew it,; under any
existing law, force them to comply because there was no legal vehicle
by which the Agen-y could have a judicial order vrequiring the contractor
to coaply with the contract or suffer damages., It is a fact that the
Agenty was merely a vehicle for the conduit of money and to get the
hoseowners and contractors together, and was not a party (could not
legally be) to any contrart for rehabilitation. ~

B. Actions by the homeowmers.
1. The contractors were all sélected or approved by the hveeowners.

2. Trade-offs between the humeowner and the contractor occurred which this
Agency had no knowledge of until after the fact.

3. Authorization by the homeowners for final payment when to their knowledge.
they knew or should have known that the contractors had not completed the
work in accordance with their contract.

4. In the great majority of instances, the property owner generally professed
to be satisfied with the work done by the contractor. In those few com=
plaines that were received by the Agency after the year guarantee period,
the hoseowners were advised that their resedy was through legal pro-
ceedings in a court uf law for any dimages caused by the contractor'’s
failure to perform in accbrdance wit - the coneract.

C. Supervisory matters for which the Departme 't of Housing and Urban Development
is primarily responaible.

1. Although the Departwent of Housing and Urban Development terminated the
rehabilitation program on March 5, 1974, this was done to a great extent,
due to the Agency Board's request, the Board having requested the dise
continuance of said progras because of the difficulties encountered up ==
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RE:

to thac point, and the Board not being willing to crontinue the program
when it appeared to the Board that such continuance would result in cos~
pounding the deficiencies already existing.

Probably one of the Eactors contributing to the contractors failure to
comply with the contract and the Property Rehabliftacion Sctandards f{s
the Esct that on all the audits made by the Department of Housing and
Urban Development or ind dent public ants, there was never any
mention or finding made with repard to these so~called deficiencies.

A contributing factor to the seemingly low quality of building inspectors
is the fact that under the administration guidelines set up under the HUD
Program, was thai salaries were not competitive in the open aarket.

Also to be consilored within the scope of the rehabilitation program is
the fact that rther: were and are no guidelines for the selection of
{nspectors under che Rehabilitation Act. Again, in this area, the con-
cept and philosophy of the law was to hire gersons to be considered
ainority and thefir qualifications were not an actual factor or criterion
in their employment. Journeyman quality of work cannot be guaranteed
from untrained labor hired as directed by the Standards.

General commenta on the audit repore.

L.

No credit was gilven the Agency in the GAO report for the successes in
providing good construction in the great majority 2f the rehabilitated
homes and in providing the people who live therein with 2 cleaner and
safer environment.

Alchough not mentioned in the report, the deficiencies noted are appli-
cable in all places where there was & rehabilitarion program uander Urban
Development.

In considering the effect of the recomsendations contained in the repore,
among which is a recommendation that the City be required to rehabilitate
the homes or pay back the money expended, a rcalfstic look at this recom-
mendation requires us to look at the current market which has more than
tripled the cost of accomplishing the same work that was intended to be
done under the original grant: and further, that the giants made to
individual homeowners i{n sost cases, were insufficient to bring the
homes in this area up to the Propercy Rehabilitation Standards; and that
to bring thosc homes up to the sald standards under preseant cost, would
be far in excess than the triple market condition heretofure referred to.
The present condition of the homes would alsa be a factor since either
through lack of interest and certainiy lack of proper maintenance, the

35 howes singled out in the report have deteriorated to such an extent
that bringing them up to Property Rehabdilication Standards without con-
sidering demolition would be almost {mpossible.
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4. Considerarion must also be given to the fact that rehabilitating old
substandard adobe homes require different standards than those that
would be applicable to a frame-stucco type construction, taking inte
consideration that sany homes have thick, crooked, mud walls, sany of
which have sod roofs.

5. At the time that the rehabilitation program was initiated, the persons
responsible did not foresee thar in its implementation, there were
hidden items that would have to be repaired, removed or replaced which
could not be discovered until after the rehabilitation of the home had
begun, and no additional or escrowed funds were available to cover
these "hidden items".

6. The lapse of so many years between the date of construction aund the
current request for inspection as to compliance under the cuntract,
poses an almost impossible task of deteramining which items of construc-
tion were not made in accordance with the contract.

7. In order to understand the nature of the construction and aesthetic
value and the soundness and stability of the structure, it is iaportant
that it be looked at through eyes c.;ztle of understanding what they
see. For a person totally unfamiliar with a scene to take a look ard
attempt to evaluate what he does not understand is not a true evaluation
of the condition as it actually exists.

it is regretable that there were no weana available to the Agency by which it

could have corrected the matters complained of. Had there been such means avail-
able, the Agency would have exerted every effort to remedy legitimate complaints,
althoi 1 the Agency did atrempt to do so within the limits of the means afforded.

Respectfully submitted,

" Aavls
Chairn

’ . -

I 7 ‘ -
VO oV P2 L

Don E  ervis
Executive Director

/e
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"“l-r O
& I %
:t i 't% DERPARTMENT OF HOUSING AND URBAN DEVELOPMENT
"‘, 0: WASHINGTON, D.C. 20410
'h'n,. -‘“
Qctober 1, 1976
OFFICE OF THE ASSISTANT SECRETARY gLy REFER T8

FOR COMMUNITY PLANNING AND DEYELOPMENT

¥r. Henry Eschwege

tirectempiResvarces and Economic
Nevelodment Division

Seneral Accounting Gffice

Washington, D. C. 20548

Dear “r. Zschwege: ..

This is .n response to your letter of June 24, 19735, to
Secretary Hills transmitting a draft audit report entitled
"domes in Santa Fe, New Mexico, dot Rehabilitated in Accordance
with Federal Requirements," asking for cur comments on the
renort orior to finalization of the report by vour office.

“,ith the exception of a few technical comments contained in the
report which we cover in the attached list, we generally zaree
witn the main theme of the remort that the Santa Fe Urban
Development 2Agency did not properly administer the Section 312
loans and the Section 1135 grants wnich were made in connection
with the Weighborhood Develooment Project (NDP) {New Mexico,
A-4), There is no doubt in our minds that the program was ovoorly
nanaged by the city and that a number of loans and grants were
made which ultimately did not comvly with the orovisions of the
respective statut2s that essentially reqguire that the prooverty
rehabilitated must comply with Pronerty Rehabilitation Standards
(PRS) for the project. As oointed out by the report, HUR's recog-
nition of this factor was one of the nrincipmal reasons that the
nroject's authority to use Section 115 and Section 312 assistance
was withdrawn on March 5, 1974, four years after its incention.

The renort also auestions HUD's administration as an overseer of
the project and the loan and grant activity. HUD's responsibility
with regard to the categorical renewal programs, under which NDP
orojects fall, is spelled out in Tield Management Procedures Mand-
book, 7399.1 suPp 1, Chapter 2, Section 4, Paragraoh 3:

3, MAJOR AREAS OF EMPHASIS IN CONFORMANCE REVIEW. In the
renewal assistance programs, there are certaln execution
activities in which HUD has special responsibilities
because of the oublic impact of these activities or
because of special emphasis »laced on these functions
by legisiation. 3mecial attention shall be directed to
assuring that: . . .
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f. Properties designated for rehabilitation in federally
aided areas are actually being brought up to the
applicable standards on which provision of assistance
is based and local agencies are providing veriodic in-
spections by supervisory staff of overations 'staff act-’
ivities (in the urban renewal, neighborhood development,
code enforcement, and certified area programs). If
the rehabilitation work is financed with a loan and/or
arant, all the work reauired by the construction ceon-
tract has been satisfactorily pcerformed.

Although the oroject's rehabilitation activity was in execution
for aporoximately four years, a relatively short period fcr a
program c¢f this type, a fair number of loans and grants were

made dvring this period. The %UD field cffice in charge did

nmake 14 visits to the project, recognize the inadeguacy of

the rehabilitation work, report this to the vroject officials

tor corrective action, 1ive notification to the project manaaers
to correct the situation or have their authority to process loans
and qgrants withdrawn, and finally withdrew the authority when
compliance was not obtained. 1In this resvect, we feel that the
Departrent acted in a reasonable manner in its administration

of the program.- However, we agree with the basic conclusion

of the report that additional stens are necessary and anprocriate
with res’ect to the individual uvrooerties in 5anta Fe that received
Section 312 or Section 115 assistance.

At this point we agree with most of the rermedies recommended in
the report with the axcectisn of the recommendation for extensive
additional HUD insoection of »nronerties not covered by thz renort.

We agree that it would oronaoly be useless (more s> for the arants
than the loans) to pursue the individual contractors for comnliance
since that has alreacy been tried and because such an acti.n wcula
nut most of the hurden on the homecwners.

Project funds expended for Section 115 gqrant assistance for

the rehabilitation of properties which ar2 not brought into
compliance with PR3 are not elicible project cost< and are
subject to disallowance on final audit. «we are adgvised that this
nroject is substantielly in a position to be closed out, —ending
final cost eliqgibility determinations and satisfactorv resolution
of the repayment of disallowed costs. Aany survlus grant funds
which may otherwsise become available to the locality uander a
financial settlement of the oroject nursuant to Section 112(b) of
the Housing and Community Nevelosment Act of 1974 would be with-
held until full remayment of such costs.
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The Depvartment at this time does not have the available staff
to mount an additional survey of arant cases to find further
comnlaints. We believe that your large scale effort to find
comnlaints, which was accomrlished in part with the assistance
of HUD staff, is sufficient for the ourpose of declaring the
grant cases reviewed ineligible as project expenditures. Given
the added costs of finding the remaining grant comolainants,

we do not believe the survey's cost would be justified for the
governmant by the possitle refunds of further ineliaible costs.

with resvmect to Section -312 loans found to be unsatisfactory in
Santa Fe, of which.there are only a very small nunher, the sit-
uation is very different. There are a number of actions that we
are considerina taking to accomplish the goal cof resclving the
uncatisfactory rehabilitation work:; they include: (1) investi-
gating each ccaplaint identified by your study to determine whether
we pelieve the individuals have a valid claim, (2) askina the city
to have the original contractors correct the work, (3) intervening
directly usina HUD staff and aonlying administrative oracedures

to get the contractors to comolete the work, and 23ll else failing,
(4) takina some form of legal action 2gqainst the contractors and/

or city. Of course, any legal action considered must be worked . -~~~

out in close coordination with the Department of Justice.

Je appreciate the ooportunity to review the draft revort.

Sincerely, -
) ' ——

avid O. Meeker, Jr. FAIA, AIP .
t®ssistant Secretary

Attachment
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